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PROSPECTIVE FINANCIAL STATEMENTS — CHANGED GUIDANCE?
Fewer than two dozen comment letters have been received on the proposed Guide which, if not modified, would institute
significant new reporting and procedural requirements. Perhaps the poor response results from the exposure draft's limited
distribution.
Whatever the reason, all is not lost. The due date for comments on the proposed Guide for Prospective Financial Statements
has been extended. The cause for the reprieve is the possible issuance of an exposure draft of a proposed related standard con
taining significantly different requirements as to when an accountant must report.

The proposed Guide adopts the association standard set forth in SAS No. 26; i.e. essentially requiring a report whenever a
CPA has anything to do with the prospective financial statements. The standard under consideration would require reports
only when accountants choose to report on, or consent to the use of their name in conjunction with, prospective financial
statements that are not restricted to internal use. In effect, the proposed standard would permit plain paper prospective finan
cial statements. Litigation support services and partial presentations would also be exempted from the reporting require
ments.
If the proposed standard is exposed, members must choose:

• Between the Guide’s and the Standard’s definitions of association.
• Whether or not flexible reporting on prospective financial statements for internal use only should
be included.
• Whether the term“review” should be applied to an engagement where procedures required signi
ficantly exceed those required by SSARS in a “review” of historical financial statements.
A word of warning! Don’t let the new issues divert your attention from procedures contained in the proposed Guide that might
have little cost justification or might hold potential for increased exposure to litigation. As with accounting standards, report
ing standards should be cost justified as well as being conceptually superior. There are times when broad procedural
guidance that permits the exercise of professional judgment is more sensible than inflexible, detailed procedural guidance
that must be followed regardless of the circumstances of the specific engagement.

ACCEPTABLE INCOME TAX ACCOUNTING — THE SEARCH CONTINUES
A recent survey of controller members of the National Association of Accountants showed that 62% of those replying who
were employed by companies with less than $ 10 million in sales opposed any form of interperiod allocation of income taxes.
These statistics offer su
pport for the TIC’s contention that the deferral method of interperiod allocation places a costly burden
on private companies with no practical benefits.
The TIC has taken the position that an entity’s financial statements should reflect only the amount of tax shown on its tax
return. In its letter commenting on the FASB Discussion Memorandum, the TIC pointed out that

• Deferred tax charges and credits do not, in its opinion, meet the criteria for assets and liabilities
established by FASB Statement of Financial Concepts No. 3.

• Interperiod income tax allocation requires costly record-keeping and unnecessarily complex cal
culations — a hardship on all businesses. Smaller companies, however, rely on their CPAs for this
thereby incurring even more cost — an added inequity.
• Deferred income taxes are misunderstood by many users of financial statements who frequently
treat the amounts as equity adjustments when computing ratios.

This is a summary ofthe major issues considered and actions taken at a recent meeting ofthePCPS Technical Issues Committee. The committee is sending the
summary to each PCPSfirm to help keep you posted on its activities; to give you an opportunity to provide input to its deliberations; and to suggest that, on issues
ofparticular interest, you comment directly to the standard setting body.
The Technical Issues Committee monitors numerous activities that could effect PCPS firms. This summary reports only the highlights.

If the FASB were to conclude interperiod allocation creates assets and liabilities, the TIC letter stated it would prefer partial
allocation using the liability method without discounting the resulting amounts.

The FASB is digesting the comments it received as a result of its DM and the public hearing in New York City. To assure it has
clearly heard the voice of small business, the FASB is holding three regional meetings — one was conducted May 3 at the
Hyatt Regency at Chicago’s O’Hare International Airport. The others are scheduled for May 15 at the Holiday Inn South near
the Dallas-Fort Worth Airport, and May 22 at the San Francisco Hilton & Tower. The TIC urges you and your clients to make
your voices heard at these meetings. If you plan to attend, please call the FASB (203-329-8401) to make sure seating and
agenda time is available.

REPORTING STANDARDS — THE WINDS OF CHANGE ARE BLOWING
Gone are the halcyon days when a CPA would be expected to report only on historical financial statements, and then only by
use of an audit report or an unaudited disclaimer. Today CPAs can expect to report on many aspects of an entity besides its
financials. Reports are requested on such diverse subjects as product capabilities, management information systems, an
entity’s solvency and the economic lives of its assets.

The profession has run into the problem once again where clients’ needs cannot be met by existing authoritative literature.
The new reporting cannot be based on old standards — GAAS and SSARS. To resolve this and future reporting needs, the
Auditing Standards Division has stepped in and is developing a proposed set of eleven broad standards tentatively called “at
testation” standards. Implementation standards to apply to various types of “attest" engagements would be developed within
the framework of these broad standards. “Attest" engagements are defined simply as those in which an independent accoun
tant is engaged to provide assurance on a representation that is the responsibility of one party and to issue a report containing
his conclusions for use by another party. Conceptually, this would include today’s audit, compilation and review engagements
as well as the proposed reporting on prospective financial statements. Practically speaking, future integration of today’s ser
vices would be expected to be done gradually to prevent any disruption in practitioners’ services.
While the development of new broad standards based upon concepts similar to those underlying today’s GAAS may have
merit, another factor to be considered is who will be setting all these multidiscipline implementation standards? The Auditing
Standards Board as presently constituted may be proposed as the body to hold this all-encompassing authority. This sugges
tion is being supported by attractive logic. However, the whole issue (when finally proposed) needs to be given serious con
sideration. Local practitioners can recall hard learned lessons from the past when their needs went unrecognized because the
standard-setting structure provided no practical recourse against the decisions of a centralized authoritative body.
The TIC will be monitoring these developments closely and reporting to you promptly.

OCBOA. IS MORE GUIDANCE NEEDED?
After the income tax basis of accounting was suggested as a possible means of relief from “standards overload,” another
accounting group contended that there was a need for new authoritative standards to control its use. Currently, guidance on
the use of the income tax basis and other comprehensive bases of accounting (OCBOA) can be found in SAS No. 14 and
SSARS No. 1, and their respective interpretations, as well as in the AICPA’s Audit and Accounting Manual. In addition,
private publishers include information on OCBOA in their books and looseleaf services.
Questions:

• Is additional guidance needed in the use of OCBOA?

• If so, in what areas? Reporting? Statement format? Disclosures? Workpapers?
• Should such guidance take the form of new authoritative standards or would expansion of the
nonauthoritative Audit and Accounting Manual suffice?
• The currently required report wording is extremely negative. If the tone of the wording were made
more positive would you utilize OCBOA financial statements more often?

The TIC needs to know whether or not to press for additional guidance in the use of OCBOA. If you use OCBOA, send your
views to the PCPS Technical Issues Committee, c/o the AICPA.
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